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Abstract 
The authors addressed the problem of aggregate financial behaviour of customers by using the transtheoretical model of change. 
Aggregate financial behaviour of customers was studied by analyzing payment cards, private pension savings and mortgage 
loans. The transheoretical model of change was chosen as a theoretical framework for the analysis. Conclusions are based on 
results of regression analysis of empirical evidence of customers’ financial behaviour relation to the given products during the
time period 2001-2013 in Latvia and further logical inferences by authors, which are consistent with the chosen theoretical 
framework of the transtheoretical model of change 
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1. Introduction 
The ability to make sound financial decisions is vital to the modern society in the context of the complex financial 
system. These decisions range from generic daily transactions and ending up with long-term financial products, 
which might bring substantial implications and behaviour changes in the long run. Such decisions as well as related 
behaviour have a strong impact on financial stability of the society as such and thus are systemically important. The 
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purpose of the research conducted by authors is to perform the analysis of the aggregate financial behaviour of 
customers using the transtheoretical model of change.  
The transtheoretical model of change, which is also known as the stages of change model, was initially used in 
the health related researches to help people give up unhealthy behaviour. The model was developed in late 70ties by 
Prochaska and DiClemente (1983). The model was further implemented for other health related researches like 
alcohol and drug addictions, psychological distress and other areas (Prochaska et al., 1994). The transtheoretical 
model of change was also used to study financial behaviour over the last 15 years. Kerkman (1998) employed the 
model in the financial advisory process while Bristow (1997) assumed that the model can be implemented in a 
financial behaviour change of customers. Lown (2007) applied the model to measure the effectiveness of individual 
financial planning while Xiao (Xiao et al., 2004) in his articles analyzed behaviour changes in relation to bad loans. 
According to the model, individuals move through six stages of change (Prochaska, 2000): precontemplation, 
contemplation, determination, action, maintenance and termination.  Due to the fact that a termination phase is rarely 
achieved, it is not taken into account in health related models, but quite often included in economic models, as 
suggested by Seiling and Shockey (2006). Thus authors include it also in their model. However any conclusions in 
relation to healthiness or unhealthiness of financial behaviour of customers are out of the scope of the current study.  
The financial products subject to analysis are payment cards, private pension savings and mortgage loans. The 
products were chosen so that there is an example of a typical daily generic product, long term savings and long term 
borrowings. Thus such a choice of products is expected to serve as a proxy of customers’ behaviour in relation to 
financial products.  
The research period is from 2001 till 2013 whereas there may be minor deviations because of data availability for 
certain products. The country of research is Latvia. The research problem is aggregate financial behaviour of 
customers, its cycles and lengths. The main aim of the article is to find out whether the aggregate financial behaviour 
of customers is cyclical, to define the length of cycles as well as define stages of each cycle by implementing the 
transtheoretical model of change.  
Main contributions of the article include implementation of the findings in marketing and business planning of 
financial institutions. The uniqueness of the research is the application of the model to the financial behaviour of 
customers at the aggregate level studying the stages of change and cycles rather than processes of change at the 
individual level. 
2. Method 
The aim of the research is to find empirical evidence to support or reject the hypothesis of cyclicality of the 
aggregate financial behaviour of customers, measure the length of corresponding cycles as well as define stages of 
the cycles. Tasks of the research are derived from its aim and are as follows: 
1. Study the transtheoretical model of change 
2. Study the actual aggregate financial behaviour of customers 
3. Establish predictive functions to estimate the long-term financial behaviour of customers 
4. Define cycles, lengths of cycles and stages of the aggregate financial behaviour of customers by using the 
transtheoretical model of change. 
Authors developed an approach to define cycles and stage changes of the transtheoretical model of change based 
on empirical data for certain financial products. The approach consists of four steps:  
1. Defining both logical and a statistically significant predictor for aggregate customers’ behaviour in relation 
to a specific financial product 
2. Establishing a predictive regression function for the specific financial product with a strong explanatory 
power, which will provide a long-term aggregate customers’ behaviour estimates given the predictor described 
above 
3. Actual aggregate customers’ behaviour will be compared retroactively to the long-term aggregate 
customers’ behaviour estimated by the predictive regression function described above. 
Deviations of the actual customers’ behaviour from their long-term estimated behaviour derived from the 
predictive regression functions will be analysed from the transtheoretical model of change perspective and signal 
about stage changes. 
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3. Results 
Authors assumed that a change of stages within the transtheoretical model of change can be found at crossing 
points of the actual customers’ behaviour and estimated long-term customers’ behaviour functions. Furthermore, 
authors define cycles and certain stages of the model from the logical conclusions from the empirical findings for 
studied products. The summary findings of the first two steps are presented in the Table 1. 
Table 1. Summary findings of the step 1 and 2 of the approach developed by authors 
 Predictor Predicted variable Adjusted R-
Squared 
Significance Number of 
observations 
Payment cards Number of payment 
cards
Number of POS 
terminals 
0.84 0.0000 12 
Private pension 
savings 
Average salary Private pension 
contributions 
0.92 0.0000 13 
Mortgage loans Average salary Total balance 
outstanding 
0.90 0.0000 12 
Source: authors’ calculations based on the regression function analysis performed using data of the Association of Commercial Banks of Latvia 
and Financial and Capital Markets Commission. 
Furthermore, authors proceed with the step three and four and define stages of changes of the transtheoretical 
model for each product. It is important to mention that the model is cyclical, meaning that products might have 
multiple cycles. The findings are shown on the Table 2. 
Table 2. Stages, cycles and time periods of studied specific financial products from the transtheoretical model of change perspective
 Payment cards-
1
Payment 
cards-2
Private
pensions-1  
Private
pensions-2 
Mortgage 
loans-1
Mortgage 
loans-2
Precontemplation 2002-2003 2006-2009 2001-2004 2009-2011 2001-2004 2011... 
Contemplation 
Preparation
Action 2004 2010 2005 2012 2005 - 
Maintenance  2004-2005 2010-... 2005-2008 - 2005-2010 - 
Termination  
Source: authors’ calculations based on the regression analysis performed using data of the Association of Commercial Banks of Latvia and 
Financial and Capital Markets Commission. 
Payment cards went through one full cycle during the time period 2002-2005 while the second cycle is still not 
over and has not even reached the maintenance stage. Private pension savings also went through one full cycle while 
the second cycle is not finalized yet. The cycle length is estimated to eight nine years (i.e. from 2001 till 2008), 
which makes a distinction from a previously considered transaction product like payment cards with the first cycle of 
four years and the second of seven years. Mortgage loans have gone through one full empirical cycle according the 
model while the second cycle is still ongoing. The first full cycle has lasted 10 years. Thus authors gained empirical 
evidence about the cyclicality of the transtheoretical model of change in relation to financial products and the length 
of cycles of both transaction and long-term saving and borrowing products. 
4.  Conclusions 
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The authors used the transtheoretical model of change to obtain empirical evidence about the cyclicality, length of 
cycles and stages of customers’ behaviour in relation to both transaction and long-term saving and borrowing 
products in Latvia in the time period from 2001 till 2013. Findings of the study suggest that the aggregate financial 
behaviour of customers is cyclical while the length of a cycle depends on a specific financial product. The cycle 
length for payment cards is estimated at four years and at least seven years while the same indicators for private 
pension savings and mortgage loans are eight and ten years correspondingly. These findings can be implemented in 
marketing and business planning of financial institutions. 
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